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ABSTRACT 
The term "strategic groups" was first introduced by Hunt (1972) in 
his doctoral dissertation. Since then, there have been numerous theoretical 
developments and practical applications of the concept. Nevertheless, 
some critics argue that the concept of strategic groups was merely a 
statistical artifact, not a theoretically developed construct. Thus, strategic 
group was defined as a categorization rather than a theoretical construct in 
previous studies. Partly for this reason, the existing strategic group 
research provides inadequate prediction and explanation with regards to 
firms' competitive behaviors and their performance consequences. The 
present study applied the proposition of the two theory-based constructs -
market commonality and resource similarity - developed by Chen (1996) to 
examine formation and performance of strategic groups in Japanese 
automobile industry. Overall, the findings were consistent with the 
concepts of competitive asymmetry and mutual forbearance developed in 
recent inter-fimi rivaby research. The results of statistical analyses 
indicated that both of the two constructs had a significant impact on firms' 
performance. Li addition, the study revealed that there was an interaction 
effect between market commonality and resource similarity in their impact 
on performance. The implications of this study and direction for future 
research were also discussed. 
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The term "strategic groups" was first introduced by Hunt (1972) in 
his doctoral dissertation. Since then, there have been numerous theoretical 
developments and practical applications of the concept (e.g., Caves and 
Porter, 1977; Cool and Schendel, 1987; Dess and Davies, 1985; Frazier 
and Howell, 1983; Harrigan, 1985; Hatten and Schendel, 1977; McGee 
and Thomas, 1986; Newman, 1978; Oster, 1982; Porter, 1979; Thomas 
and Venkatraman, 1988). Nevertheless, some critics argue that strategic 
groups were merely a statistical artifact, not a theoretically developed 
construct (Bamey and Hoskisson, 1990; Hatten and Hatten, 1987). The 
main reason for this criticism is that previous studies have adopted 
different ways to operationalize the concept, focusing on different forms of 
groupings, and hence, provided inconsistent theoretical implications of the 
concept. While this present study is not going to debate this criticism in 
detail, it hopes to investigate the advancement in the study of strategic 
group, both conceptually and methodologically, and explore a 
comprehensive theoretical framework of the concept of strategic group. 
The following diagram (Figure 1) depicts the summary of the development 











































































































































































































































































































Figure 1 shows the wheel of science and two logical systems: 
induction on the left, and deduction on the right. Li the very beginning. 
Hunt (1972) introduced the concept ofstrategic group through observation. 
hi his study of home appliance industry, he observed that there were 
similarities (i.e., within-group homogeneity) and dissimilarities (i.e., 
between-groups heterogeneity) among firms in a market place. Based on 
this observation, he clustered firms into several groups. The followers of 
this approach clustered firms into groups according to various different 
strategic variables. 
Early researchers in strategic group study have tended to rely on 
statistical categorization in defining strategic groups. For this reason, 
previous studies have tended to be descriptive and lacked solid theoretical 
basis. Most previous works have used cluster analysis for categorizing 
firms. Although cluster analysis can be used for both exploratory and 
confirmatory studies (Hair, Anderson, Tatham and Black, 1995:425), it 
provides no statistical tests for conceptual inferences of strategic group. 
Thus, "strategic group" was defined as a category rather than as a 
theoretical construct in early studies. 
The interest of this investigation lies in the theoretical development 
of the concept of strategic group. Li particular, this present study attempts 
to relate a theory of business strategies to the concept of strategic group. 
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Specifically, we examine the two constructs - market commonality and 
resource similarity proposed by Chen (1996) in relation to strategic group. 
To this end, we study how formation ofstrategic group would influence, or 
be influenced by, the extent of rivaby in a given industry. We have the 
following research questions in the present study: 1) what factor(s) drives 
the formation of strategic groups in a given industry; 2) how strategic 
group influences inter-firm rivahy and competitive behavior within an 
industry; and 3) what will the performance consequences of the inter-firm 
rivalry and competitive behavior be among strategic groups. 
The basic position of this present study can be illustrated by the top-
right part of Figure 1. Previous strategic group literature was mostly 
inductive in nature, using cluster analysis to categorize firms into groups. 
Li our study, we argue that the driving force for formation of strategic 
group is competitive intensity between firms, which, as Chen (1996) 
proposed, can be predicted through a detailed analysis of the two 
dimensions of competing firms: market commonality and resource 
similarity. We attempt to advance strategic group research by integrating 
prior strategic management theories in general, and inter-firm rivahy 
studies in particular. By doing so, it is hoped to provide new insights to 
the explanation and prediction of formation of strategic group, inter-firm 
rivahy between group members and performance consequences of these 
firms. 
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The present study seeks to contribute to adding new knowledge in 
that, first, it is a pioneer attempt to examine Chen's proposition ofthe two 
constructs (market commonality and resource similarity). Chen (1996) 
proposed the two constructs but so far no empirical work which examined 
the two constructs has been found. This study is one of the first batch to 
investigate inter-firm rivahy empirically using his proposition. Li addition, 
the emphasis of Chen's (1996) work was on the development of the two 
constructs. The present study examines the impact of the two constructs 
ona firm's performance. 
Second, the present study links the conceptualization of Chen to 
strategic group theory so as to refine the concept of strategic group. The 
concept of strategic group emerged in Ladustrial Organization (IA3) and 
exemplified by Porter's (1980) work. Based on the insights gained from 
recent inter-firm rivaky studies (e.g., Baum and Kom, 1996; Gimeno and 
Woo, 1996), this study aims at refining the concept of strategic group 
using theory-driven and firm specific approach. 
Finally, the present study provides a thorough up-to-date literature 
review of the concept of strategic group, which highlights the different 
stages of development as well as main streams of thoughts of the 
theoretical development of the concept. Li the following chapter, let us 
6 




"Strategic group" is a concept which defines the collective behavior 
of firms in an industry. Up to now, there is no formal or universally 
accepted definition ofthis concept. Nonetheless, many researchers follow 
Porter's (1980:129) definition: 
"A strategic group is the group of firms in an industry following 
the same or a similar strategy along the strategic dimensions." 
Following Porter's definition, strategic group can be treated as 
clusters of firms in "strategic space" in which group membership defines 
the essential characteristics of a firm's strategy (Reger and Huff, 
1993:103). 
Li the present study, it is logical for us to conceive the formation of 
strategic group is driven by competitive intensity. The higher the 
competitive intensity between firms, the more frequently for them to 
compete directly with each other, thus, the higher the chance for them to 
fall into the same strategic group. 
Strategic group study contributes to the understanding of strategy 
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formulation because it helps to identify the competitive structure of an 
industry and its rivaWes among competitors. Porter (1980) suggested that 
firms in the same strategic group would be closer competitors than those 
firms in different strategic groups. Thus, knowing strategic group 
membership (competitors) helps strategy planners to understand the basis 
of competition within an industry and to improve the effectiveness of their 
competitive strategy. 
Whv Strategic Group Formed? 
The fiuidamentals of the theory of strategic groups emerged in the 
traditional paradigm in industrial organization economics. The theory 
argues that firms' performance is determined by market conduct of the 
firms which is in tum influenced by market structure. The ftmdamental 
assumption of S-C-P paradigm, as Porter (1979) suggested, is that: 
"[F]irms in an industry are assumed to be alike in all 
economically important dimensions except for their size." 
The crucial assumption is that firms' objective is profit 
maximization, and firms share the constraints of market structure will tend 
to behave in the similar manner. 
From the point of view strategic management, the formation of 
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Strategic groups within an industry provides implications for strategy 
formulation because the competitive pattern and characteristics of strategy 
would be differed between the groups. Jn this sense, strategic group 
analysis helps to formulate more effective strategy once the nature of 
competition in an industry is revealed. 
However, the assumption that each firm's behavior (strategy) in a 
given industry is similar has a logical deficiency as it cannot explain why 
some firms are more successful than others under the same market 
structure. This is because firm-behavior elements, that is the impact of 
strategic choice on firms' performance, were ignored in the S-C-P 
paradigm. The more recent ^ 0 theorists (i.e., strategic management 
researchers) attempt to integrate firm performance with its conduct as well 
as the market structure. The main argument for this approach is that a 
firm's strategic choice has an impact on the firm's performance, which 
brings the L 0^ theory and strategic management disciplines closer to each 
other (Porter, 1981). 
On this basis, the recent studies suggest that a necessary condition 
for the formation of strategic groups within a given industry is the 
existence of intra-industry firm heterogeneity (Bamey and Hoskisson, 
1990; Fiegenbaum, McGee and Thomas, 1987). Economics and 
organization theories suggest that firms behave differently in the following 
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aspects: 1. goals (e.g., profit maximizing, revenue maximizing, growth 
maximizing or management utility maximizing); 2. strategies to achieve 
their goals; 3. assumptions about the future potential ofthe industry; 4. 
skills and resources and 5. reactions to the changes in industry 
environment. These aspects constitute intra-industry from heterogeneity, 
and hence, cluster firms into groups in a given industry. 
Formation of strategic group is influenced by changes in strategic 
orientations ofthe firms. From time to time, firms change their strategies 
in order to explore new opportunities. These changes are responses to 
actions made by competitors in the same industry (Huff, 1982) and 
sometimes to the actions made by competitors from other industries 
(Fiegenbaum and Thomas, 1990). The choice of strategy follows a 
strategic change, enabling the firm to move to a better strategic position in 
the industry. If one firm is successful in improving its strategic position 
through strategic change, other competitors in the industry (or those in 
other industries) are likely to follow this change. This process carries on 
until the firms settle in a particular strategic position within the industry, 
and consequently, strategic groups are formed by firms with similar 
strategic orientations. Thus, patterns in formation of strategic groups may 
change over time as the strategy of firms changes over time. 
From a different aspect, recent studies have suggested that firms' 
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performance are driven primarily by the resources and capabilities which 
the firms possess, not by the market structure, or competitive positioning, 
as suggested by the traditional L 0^ theory (Barney, 1986; Wemerfelt, 
1984). This perspective, referred to as the resource-based view of the 
firm, suggests that similarities and differences between firms should be 
defined in terms oftheir resources, not in terms of market positioning. Li 
addition, some other studies focused on cognitive structure of managers 
among the firms within the industry (e.g., Reger and Huff, 1993; Reger 
and Pahner, 1996), and argued that strategic group formation is driven by 
the perception of industry participants. Moreover, Wijnberg (1995) 
proposed using technological position in defining strategic group 
membership. While the IA3 perspective is still dominant in the strategic 
group study, the theoretical foundation of study has become fairly 
dispersed. The subsequent sections overview some of the key conceptual 
perspectives on the study of strategic groups. 
Strategic Group - Theoretical and Empirical 
The studies of strategic groups are generally divided into several 
streams of thoughts : 1) bidustrial Organization; 2) Dynamic Strategic 
Groups; 3) Cognitive Perspective; 4) Resource-Based Approach; and 5) 
Technological Paradigm. These streams differ in theoretical antecedent, 
a' 
primary focus of the study and level of analysis. Appendix 1 summarizes 
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the differences in these five streams of thoughts. The concept of strategic 
group originally emerged in the industrial organization economics (I/O), 
exemplified by Porter's competitive strategies and five forces model. The 
earlier works of the I/O focused on the impact of various industry- and 
market-variables - on formation of strategic groups. The recent I/O based 
studies have put forward a time dimension to analysis, focusing on a 
dynamic interaction between strategic group and evolution ofindustry (i.e., 
the changing competitive environment over time). The cognitive 
perspective of strategic group has its theoretical bases in psychology 
including the classification theories (Johnson-Laird and Wason, 1977; 
Lakoff, 1987; Rosch, 1978) and the personal construct theory (Kelly, 
1955; Fransella and Bannister, 1977). While the V0 perspective posits 
that strategic group formation is primarily driven by external environment 
forces, this perspective suggests that it reflects managers' cognitive 
structure. Resource-based approach argued that the nature of competition 
among strategic groups originates firms' resources, rather than product 
market combination served by the firms. Technological paradigm has its 
roots in the evolution theory in natural science which suggests that a group 
of companies that occupy technological positions near to each other may 
constitute a strategic group. The empirical studies on technological 
paradigm and resource-based approach are rarely found in the existing 
Uterature, whereas the other three streams of thought have empirical 
support. 
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Level of Analysis 
At the broadest level, strategic group itself can be viewed as a primary 
unit ofanalysis (Huff, Huff and Thomas, 1994). In addition，there are four 
levels of analysis for strategic group research, namely, industries, groups of 
firms, individual firms, and managers (Pruett and Thomas, 1994). Figure 2 
illustrates the four levels of strategic group research. 
FIGURE 2 
Level of Analysis 
industry , , • ^ ^ ^ ^^"^-^ ^ \ 
strategic groups 十 - i ^ y ^ ^ ^ v \ \ 
individual firm / A — 1 ^ 广 " ^^^ ^ \ \ 
managers ~~\^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^J 
Each level of analysis is different from, yet complementary to，each 
other to explain strategic group formation. The I/O perspective focuses on 
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industry as a primary unit of analysis. This perspective examines patterns in 
competition within an industry and its impact on strategic group formation. 
The dynamic perspective also focuses on an industry as a primary unit of 
analysis, but a more emphasis is placed on an interplay between strategic 
groups in the process of industry evolution. The cognitive perspective 
primarily focuses on an individual manager level and attempts to explore the 
impact of managers' perception and cognition on strategic group formation. 
Resource-based approach emphasizes more on firm specific factors such as 
knowledge and capabilities of the firm. The technology perspective also 
focuses on an individual firm level. Similar to the resource-based approach, 
this perspective posits that a firm is an aggregation of proprietary 
technological assets. As a corollary to the principle of survival ofthe fittest 
in natural science, it posits that surviving groups of firms are those which 
possess technological advantages over other groups of the firms. 
Appendix 2 provides the summary of major works in each stream of 
literature. The relative volrnne literature in each research stream is not 
symmetric due to their different stages of theory development. In the 




The concept of strategic group first emerged in the field of industrial 
organization. The fundamental notion is that firms within an industry can 
be clustered according to market positioning (Porter, 1980). Another 
important concept in strategic group study, advocated by Cave and Porter, 
is mobility barriers. Mobility barriers are the intra-industry barriers which 
isolate groups offirms from others (Cave and Porter, 1977). hi simplest 
language, the concept of mobility barriers, similar to that of entry barriers, 
refers to the extent of resistance that hinders a firm to move from one 
strategic group to another. This resistance may be constituted by general 
environment factors such as legal environment (e.g., patents in 
pharmaceutical industry), or firm specific factors (e.g., distinctive 
competencies, resources, or some other tangible or intangible corporate 
assets). The mobility barriers incur two types of costs: 1) absolute costs of 
movement from one group to another; and 2) operating or variable costs 
relative to those of the inciunbents (McGee, Thomas and Pmett, 1995). 
For this reason, it is generally assumed that the higher the mobility barriers 
between groups, the more difficult for firms to move from one group to 
another, and hence, the more profitable are the within-group members. 
Porter (1980) noted that mobility barriers can change, just like entry 
barriers and mobility barriers can also be influenced by firm choices of 
strategy. 
Originally, the term "strategic group" was first coined by Hunt 
16 
(1972) in his doctoral dissertation. According to Hunt, strategic group is 
defined as: 
"[A] group of firms within the industry that are highly 
symmetric...with respect to cost structure, degree of product 
differentiation, degree ofvertical integration, and the degree of product 
diversification.. .formal organization, control system, and management 
rewards and punishment...". 
Li his study of the home appliance industry in US in the 1960s, he 
observed that firms in the industry shared the asymmetric organizational 
characteristics in terms of the extent of vertical integration and product 
diversification, and patterns in product differentiation. Based on these 
asymmetric characteristics, Hunt identified four strategic groups, each of 
which was termed: fulHine national manufactures' brand producers, part-
line national manufacturers' brand producers, private brand producers, and 
national retailers. Examining each group of the firms. Hunt suggested that 
the firms had an incentive to form a strategic group so that “it minimized 
economic asymmetry within each group" (Hunt, 1972:57). 
tounediately after Hunt's work, Newman (1973) applied the similar 
conceptual model in his doctoral dissertation. He statistically examined 34 
four-digit chemical products industries. Newman (1978) suggested that 
strategic group should be defined in terms of the extent to which firms are 
verticaUy integrated across industries. Firms pursuing the same bnes of 
17 
business should be placed in the same strategic group, while those firms 
operating in the same industry but having their principal lines of business 
in a different industry should be considered to belong to a different 
strategic group. 
Another attempt was made by Porter (1973) in his doctoral 
dissertation. He proposed the classification of strategic group by using the 
relative size of firms in the industry as a proxy for strategic group 
membership. Based on this proxy, firms were divided into two categories 
in each industry according to the scope of strategies. The two groups of 
firms were named a leader and a follower. Following Porter's work, some 
other studies also used firm size to identify strategic group membership 
(Caves and Pugel, 1980; Lahti, 1983). These studies grouped firms based 
on the measure of resources availability and product-market scope, and 
suggested that small firms were more profitable than large firms in some 
industries under study. Harrigan (1980), using strategic mapping approach 
similar to Porter's (1980), identified strategic groups in seven declining 
industries based on characteristics of industry concentration, potential 
differentiation of products and height of exit barriers. 
Building upon these pioneers in strategic group research, recent 
researchers defined strategic group, focusing more explicitly on strategic 
dimensions of firms in an industry instead of observed within group 
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homogeneity. For example, some of these researchers used manufacturing, 
marketing and structural variables to classify firms (Hatten, 1974; Hatten 
and Schendel, 1977). Other researches defined strategic group using 
financial variables such as leverage, current ratio and return on assets 
(Baird and Sudharsan, 1983; Hatten, Schendel and Cooper, 1978; Ryans 
and Wittink, 1985); and size and investment behavior of firms (Primeaux, 
1985). Marketing variables were used most frequently by many 
researchers to identify strategic groups. These variables include the scope 
and the extent of differentiation (Howell and Farizer, 1983); price, 
advertising, number of brands and relative market (Hatten and Hatten, 
1985); advertising/sales, R & D/sales, assets/sales, business unit 
sales/parent sales and market shares (Hergert, 1983); target market, 
product, promotion, price, buying and display (Hawes and Crittenden, 
1984); and advertising to sales ratio (Oster, 1982). 
Ramsler (1982) took a more global view and studied the entry of 
non-U.S. based banks in the U.S. market, using the extent of product 
market differentiation, size, geographic scope as criteria to identify 
strategic group in the banking industry. He found that market entry 
strategies were similar for the same strategic grouping. Li study of an 
investment banking industry, Hayes, Spence and Marks (1983) classified 
banks into strategic groups based on several industry specific strategic 
variables involving matching between characteristics of investment bank 
19 
and characteristics of individual customers. They found that there were a 
rich set ofvariables for identifying strategic groups which were contrary to 
the conventional industry wisdom. 
Appendix 2 provides a summary of the review of these studies. 
From the summary, we can see that researchers had used different strategic 
attributes as the basis for clustering offirms. It seems that the divergence 
of the dimensions used by these researchers lead to the difficulty in 
comparing the results of these studies. 
Dynamic Strategic Group 
The dynamic perspective of strategic group evolved from the 
industrial organization economics (I/O). Based upon the VO and strategic 
management theories, this perspective put forward the time dimension to 
the analysis of industries and focused on a dynamic interaction between 
strategic group and evolution of industry. Fiegenbaum, Sudharshan and 
Thomas (1987) argued that previous strategic group research generally 
ignored the influence of time on competition and have assumed 
homogeneity in strategic behavior over the time period researched. They 
studied the U.S. drug industry, focusing on the competition in the 
development of prescription-over-the-counter drugs. Their study showed 
that several strategic dimensions underlying strategic groups such as scope 
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(asset, sales, R & D etc.) and resource-deployment (finance, production 
and marketing, changed over time. t i another study, Fiegenbaum and 
Thomas (1990) examined the insurance industry for the years of 1970-
1984. The study found that the number of strategic groups within the 
industry had changed over the period researched because of their changes 
in strategic dimensions. 
Mascarenhas (1989) had conducted a longitudinal study to explore 
strategic group dynamics over the periods of economic stability, growth 
and decline in an international offshore oil-drilling business. The findings 
of the study suggested that changes in formation of strategic groups were 
associated with substantial environmental growth and decline rather than 
economic stability. Mascarenhas and Aaker (1989a) proposed an 
analytical and empirical framework to examine strategic change over the 
business cycle in the oil-drilling industry. 
Cool and Schendel (1988) used the longitudinal data of 
pharmaceutical industry in U.S. from 1963 to 1982 and found that risk-
retum relationships influenced the strategic investments of companies. 
They suggested that performance differences among members within the 
same strategic group would occur due to different process of asset 
accumulation. Cool and Schendel (1987, 1988) examined the strategy-
performance consequences of strategic group membership over time. 
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The dynamic perspective can be viewed as an extension of I/O 
based strategic group theory which addressed the time factor in analysis 
strategic group. Because of shift in economic cycle, the strategy of firms 
changes and affects their strategic attributes. Thus, members of a given 
strategic group varies within the industry across different period of time. 
The studies reviewed above evidenced that in different time period or 
different business cycle, patterns in strategic group formation changed. On 
the other hand, though group members changed, strategic groups still 
formed within the industry. This may implied that strategic groups are a 
relatively stable, integral characteristic of industry structure, the issue is 
what is the driving force for the formation of these strategic groups. 
Cognitive Perspective of Strategic Group 
The cognitive perspective has its theoretical basis in cognitive 
psychology. This perspective suggests that formation of strategic groups 
in an industry reflects the cognitive structure of managers. The core 
argument underlying this perspective is that industry participants share 
similar perception about strategic commonalties among firms and cluster 
competitors according to this perception. 
The work by Tang and Thomas (1992) applied the theories of 
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spatial competition and cognitive taxonomy to explain why strategic 
groups exist. The theory of spatial competition argues that firms may form 
a strategic group in order to minimize the extent of product differentiation, 
and the process of strategic group formation would be influenced by 
managers' mental categorization scheme. Reger and Huff (1993) 
confirmed the premise that strategic groups would be the result of 
perception and cognition of strategists. The findings of their study 
suggested that mental models of managers were similar among the groups 
ofbank holding companies headquartered in the Chicago area. 
Reger and Pahner (1996) studied managerial categorization of 
competitors, and empirically examined differences between the two modes 
-automatic and controlled processing by executives on their perception on 
competitors in a turbulence environment. The results suggested that 
cognitive inertia affected judgments in both modes, but the effect was 
stronger with automatic processing. The results of the longitudinal study 
indicated that environmental change creates diversity of thought across 
managers in the same environment. Managers in competing firms are 




Mstead of the conventional paradigm of strategic groups studies, 
some ofthe recent studies argued that the bundles of resources, rather than 
product market combination, should be the basis of competitive analysis 
(Dierickx and Cool, 1994; Wenefelt, 1984). Mehra (1994) pointed out 
that strategic management has routinely imported theories from other 
disciplines such as I/O economics, marketing, financial theory, and 
organization theory. The integration of these theories with strategic 
management has led to the ambiguous definition of the strategic groups 
concept. Building on L^ 0 economics and strategic management 
perspective, he proposed a resource-based model of strategic group, where 
competition is defined in terms of types of resources possessed by industry 
participants, not in terms of those of product market served by these 
participants. 
The model is conceptualized to explain formation and performance 
of strategic groups, using a two-by-two matrix which describes the 
resource mix on the horizontal axis and the degree of competitive 
differentiation on the vertical axis. The degree of both resource mix and 
competitive differentiation defines types of strategic groups and predicts 
performance of strategic group members. Mehra's model is the first that 
explicitly addressed performance consequences of strategic group. 




Technological paradigm in strategic group studies derived the 
concept of evolution theory in natural science. This perspective has been 
applied to explain the nature of competition in specific industries. 
According to Wijnberg (1995) who proposed the technological paradigm, 
strategic groups should be defined in terms of product-space. 
Technological paradigm is conceptualized as the cluster of characteristics 
that represents the '"average" offering of the industry (i.e., product and 
services defined by product characteristics) at a certain point in time. He 
also introduced the concept of "product-space", defined as the dimensions 
and the number of product characteristics that consumers/users recognize 
as relevant to them. Wijnberg thought that the existing strategic group 
literature had the weakness as it had used many different criteria to define 
groups, which made comparison of the results of different studies difficult. 
He fiuther argued that: 
“ an appropriate definition of the strategic group concept 
should take the nature of competitive process into account. The 
industry can be defined as the group of enterprises who are in 
competition with each other [Boyer, 1984; Wijnberg, 1989]. 'Being in 
competition with' means that the actions of a competitor might possibly 
influence the performance [profits，market-share] of another competitor 
and that therefore a competitor will take the actions and decisions of 
competitors into account when planning his own actions." (Wijnberg, 
1995:256) 
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ln simplest language, technological paradigm in strategic group 
studies proposed that 1) a firtn occupies one or more positions in product-
space, and 2) a group of firms that occupy positions near to each other 
may constitute a strategic group. In addition, Wijnberg also addresses 
performance implications for strategic group formation. Nevertheless, his 
proposition has not been empirically examined. 
Summary 
We had reviewed different perspectives of strategic group studies. 
Each of them has its own contributions, assumptions and limitations. The 
I/O based perspective provided an understanding of industry structure as 
well as analytical tool, as Porter (1980:132) stated that: 
"[T]he strategic group is an analytical device designed to aid in 
structural analysis. It is an intermediate frame of reference between 
looking at the industry as a whole and considering each firm 
separately." 
Having the understanding of the industry structure, i.e., how a firm 
attempts to compete in the industry (Porter, 1979), managers formulate 
more effective strategy. The grouping represents an assumption that firms 
in the industry attempt to compete in that manner. Thus, firms that are 
homogeneous in strategic attributes are implicitly assumed to be close 
competitors. Homogeneity in strategic attributes is the necessary condition 
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for formation of strategic group (Bamey and Hoskisson, 1990), however, 
the grouping itself cannot explain the extent of competition, rivaby 
behavior and performance for the firms in concern. 
The fimdamental rationales of the Dynamic perspective is very 
much close to those of the V0. The Dynamic perspective can be viewed 
as an extension of the I/O based approach, hi the conventional L 0^ 
paradigm, industry structure is considered as static and deterministic 
(Porter, 1979). The Dynamic perspective seems to be compensation of the 
weaknesses of the static and deterministic in conventional I/O paradigm by 
longitudinal studies which analysis strategic groups in an evolutionary and 
historical framework. For example, the changes in strategic groups can be 
best demonstrated Markov approach (Tang, Thomas and Fiegenbaum, 
1994). Underlying this approach is that "probability of moving from one 
state to another is not affected by the history of the process" (Tang et al., 
1994:332). 
Listead of looking at strategic group from the industry structure, the 
cognitive perspective attempts to view it from the perspective of industry 
participants. The managerial perception of similarity and differences 
among competitors influence strategic decision making. Reger and Huff 
(1993:103)thoughtthat: 
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"[D]ecision makers' perception and cognitions are phenomena 
that can be expected to influence industry evolution" 
To a certain extent, this proposition is a challenge to the 
conventional strategic group concept in that the unit of analysis shifts from 
firms to individual managers. Li addition, the phenomenon of strategic 
groups is a result of perception and cognition of decision makers, not a 
cluster of homogeneity of strategic attributes between firms in a given 
industry. 
On the other hand, this perspective can also be viewed as a 
complement to the existing strategic group theory. The existing strategic 
group studies focus on the external factors of the firms, specifically the 
strategic postures of the firms in the market place. The cognitive 
perspective emphasizes the internal factors, i.e., the perception and 
cognitions of individual managers of individual firms in the industry. A 
combination of both internal and external factors provide a validation of 
each other, and provides a fertile field for theoretical integration in fixture 
research� 
The resource-based approach shifts the primary unit of analysis for 
strategic group study from a market to a firm's resources. If resources 
represent firm's strategic attributes, then strategic groups should be 
defined by the resources. Cool, Dierickx and Martens (1994) argue that if 
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Strategic groups are conceived as elements of industry structure, then they 
should be identified on the basis of structural or stable firm attributes, i.e. 
stocks. They suggest that strategic groups should be defined on the basis 
of strategically relevant attribute, i.e., resources. Recent studies (Bamey, 
1986; Dierickx and Cool, 1989; Wemerfelt, 1984) also argue that the 
bundles of resources, rather than product market combination, are crucial 
to competitive advantage. Moreover, the linkage between performance 
and strategic groups seems to be obvious in using resources as the basis 
for identifying strategic group membership. The proposition of resource-
based definition of strategic groups provides a way for theoretical 
integration in defining strategic groups by both product market and 
resources. 
The technological paradigm argues that strategic groups should be 
defined in terms of product space - a number of product characteristics 
recognized by consumer/users as relevant to them. To a certain extent, 
this is similar to product market argument discussed earlier and thus this 
perspective does not add too much value to the concept of strategic group. 
To sum up, the concept of strategic group has its root in the I/O 
which focuses on market structure and concentration of an industry. The 
V0 perspective hypothesizes that market performance is determined by 
market structure. With this theoretical foundation, analysis of business 
I 
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competition within an industry is made possible, and competitive analysis 
helps the formulation of strategy. Porter's (1980) work which identified 
the possible differences among firms' strategic options in a given industry, 
shaped the concept of strategic group. It made a path for the later 
researchers to identify strategic groups using different strategic 
dimensions, and thus the concept of strategic group emerges as a theory to 
explain the competitive pattem in a given industry. More recent 
researchers argued the formation of strategic groups from different 
perspectives. The L^ O perspective assumes homogeneity in strategic 
behavior among firms and ignores the influence of time on changes in 
strategic group formation. The dynamic perspective adds new insights to 
strategic group study by incorporating time factor, that is, evolution of 
industry, whereas it pays less emphasis on firm-specific factors. The 
cognitive perspective, emerged from psychology, posits that the 
perceptions and cognitions of corporate decision makers would more 
critically influence the formation of strategic groups, than external factors. 
The resource-based approach argues that the bundles of resources are 
more important factors than product market combination in defining the 
nature of competition. The technological paradigm attributes the nature of 
competition to the average offering of product characteristics of the 
industry at a certain point of time. Li this perspective, firms are grouped 
based on product characteristics instead of strategies. Unlike the 
traditional I/O perspectives, this perspective emphasizes the importance of 
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firm-Specific factor, but lacks empirical support. 
However, the five perspectives discussed above are not mutually 
exclusive. Rather, they are complementary to each other, and all shed 
light on different aspects of formation and performance of strategic groups. 
Despite the increased development of conceptual discussion of strategic 
groups, the existing empirical studies differ in operational definition ofthe 
concept and level of analysis. This makes the comparison of the results 
and findings of the past studies difficult. 
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CHAPTER III 
THEORY AND HYPOTHESES 
We reviewed major strategic group literature in the previous 
chapter. The utility of strategic group concept is to "characterize the 
strategies of all significant competitors along these [strategic] dimensions" 
(Porter, 1980:129). As far as competitor analysis is concerned, we made a 
comparison of major perspectives on competitor analysis which is 
summarized in Appendix 3. 
The I/O paradigm assumes that firms in the same industry are de 
facto competitors (Bamey, 1986; Porter, 1980). This assumption has been 
challenged by subsequent strategic group studies which suggested that it is 
strategy which clusters competitors, not market structure in a given 
industry. The literature review shows that previous strategic group studies 
tend to assume that firms in the same strategic group are close competitors 
because firms in each group are isolated from others by mobility barriers, 
and consequently, group members tend to be direct rivals. More recent 
strategic group studies have clustered firms into strategic groups based on 
a variety of strategic variables (e.g.. Caves and Porter, 1977; Cool and 
Schendel, 1987; Dess and Davies, 1985; Frazier and Howell, 1983; 
Hamgan, 1985; Hatten and Schendel, 1977; Newman, 1978; Porter, 1979; 
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Oster, 1982). However, that firms share similarities in strategic attributes 
does not necessary imply that these firms are directly competing with each 
other. Each firm is unique in terms of market segments where it competes, 
the resources it possesses, and the risks it faces in each strategic 
investment. 
Recent competitive dynamics and inter-firm rivahy studies revealed 
the findings contradicting to the conventional paradigms. The major thrust 
of competitive dynamics and inter-firm rivaby studies is that firms sharing 
similar strategic attributes may not be direct competitors because they may 
be different in their market focuses and resources. This is the case 
particularly when firms are competing with their rivals in multiple market. 
Jn this situation, in anticipating retaliations in other markets from 
competitors with similar sets of markets and resources, firms are less 
motivated to compete aggressively with their competitors in a specific 
market(s), and hence, the intensity of rivahy among these firms decreases. 
Thus, the closest competitors may not be the most intense rivals. For 
example, recent studies (Baiun and Kom, 1996; Gimeno and Woo, 1996) 
provided empirical evidence that the extent of rivahy would be lowered 
when firms were involved in multimarket competition. The underlying 
idea is that the inter-firm rivahy should be examined by both market and 
resource attributes of the firms. Serving overlapping markets or 
possessing similar resources alone cannot sufficiently explain the extent of 
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rivaky among firms. This is because firms competing in the same market 
may possess different sets of resources, and hence, different strengths or 
weaknesses against their rivals. Similarly, firms possessing a similar 
resource set may not be direct competitors if they serve different markets. 
Table 1 summarizes the factors influencing the formation of strategic 
groups and their explanations. It seems that the existing explanations are 
inadequate because none of them captures key elements - product market 
attributes and firm-specific resources and capabilities _ simultaneously. 
TABLE 1 
Existing Explanations for the Formation of Strategic Group 
Factors Existing Explanations 
Industty Structure I/O (Porter, 1978, 1980; Cave & Porter, 1972) 
Population ecology (Freeman & Hannan, 1984; 
naturally occurrence of SGs consistent with 
population ecology view of survival and 
dispersion of firms) 
Firm-Specific Factors Resource-based approach (Mehra, 1994) 
Technological paradigm (Wijnberg, 1995) 
Managers Perception Cognitive perspective (^eger & ^ i f f , 1993) 
Competitor Analysis and Inter-firm Rivalry 
Chen (1996) attempted to bridge this conceptual gap. He 
conceptualized competitor analysis based on two theory-based constructs -
market commonality and resource similarity. He suggested that the extent 
of rivaky can be predicted through a detailed analysis of the market and 
resource dimensions of firms in the industry. Li other words, competitors 
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should be defined in terms ofthe firm's profile of markets served (market 
commonality) and resources possessed (resource similarity). Market 
Commonality is defined as the degree of presence that a competitor 
manifests in the markets it overlaps with the focal firm (Chen, 1996:106). 
The concept has been developed in marketing literature and multiple-point 
competition studies. The literature has generally suggested that 1) firms 
serve each unique market; and 2) frnns in the same market are considered 
as direct competitors. Building upon the traditional marketing literature, 
studies of multiple-point competition have examined the effect of 
multimarket contact on rivahy in a given market (Boeker, Goodstein, 
Stephan and Murrman, 1994). The underlying idea is that firms do not 
compete in a single market, but in a set(s) of markets. The degree of 
similarities in the set(s) of markets of two firms and the relative 
importance of one firm to the other in each of these markets determine the 
extent to which these two firms become head-on rivals and engage in 
direct competition. 
However, Chen (1996) pointed out that the major weakness of 
multiple-point competition studies is that, these studies focus on testing the 
effect of multimarket contact on rivahy in a given market and ignored the 
effect of mutual forbearance between competing firms. Mutual \ 
forbearance between competing firms vary not from market to market or 
firm to firm but from relationship to relationship (Baum and Kom, 1996). 
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The limitation of competitor analysis based on marketing and multiple-
point competition give rises to the necessity of simultaneous consideration 
of these market based theories and the theory of resource-based view of 
the firm. 
The second construct. Resource Similarity is defined as the extent 
to which a firm possesses strategic endowments, in terms ofboth type and 
amomit, comparable to those of its competitors (Chen, 1996:107). Other 
things being equal, the higher similarities in resources between two firms, 
the greater the threats posed to both firms. Chen (1996) pointed out that if 
an individual firm is used as a unit of analysis, then each firm should be 
defined as a bundle of unique tangible and intangible resources and 
capabilities (Penrose, 1959; Wemerfelt, 1984) and competitors should be 
differentiates in terais of resources (Amit and Schoemaker, 1993; Bamey, 
1991; Dosi and Winter, 1994; Mahoney and Pandian, 1992; Teece, 
Rumelt). This perspective, referred to as the resource-based view of the 
firm, suggests that a firm's competitive position and relative advantage in 
the industry relies on its unique resource bundle (Conner, 1994; Rumelt, 
1984) which constraints or leverages its strategic actions (and responses) 
against its rivals. Thus, resource endowment is a firm-specific factor, and 
a vital issue in competitive strategy. 
Although the resource-based view of the firm helps to differentiate 
36 
competitors, a basic assumption of this perspective is that resource bundles 
and capabilities are heterogeneously distributed across firms because each 
firm acquires and manages its resources in different ways. The major 
limitation of the resource-based view of the firm in its application to 
predict rivahy is that the external competitive environment (which is the 
arena of competition) is generally considered as given, or even ignored in 
competitor analysis (Amit and Schoemaker, 1993; Chen, 1996). 
Li sum, simultaneous consideration ofboth market commonality and 
resource similarity comparisons is necessary for both conceptual and 
empirical research on inter-firm rivahy (Chen, 1996). For example, by 
comparing firms on the basis of market commonality and resource 
similarity, we can simultaneously examine each firm's opportunities and 
threats in terms of markets where it competes and strengths and 
weaknesses in resources which it possesses. Moreover, a thorough 
analysis of competitors along the two dimensions (market commonality 
and resource similarity) helps to predict the extent of rivaky among 
competitors. 
Compared with most previous studies, Chen's (1996) 
conceptualization is more comprehensive and theory-driven. The essence 
of his argument is that there is a unique resource endowment and market 
profile for each firm, and a comparison of these two dimensions between 
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competitors illiuninates the competitive relationship between the firms and 
predicts their competitive behavior within the industry, to addition, Chen 
highlighted the concept of competitive asymmetry and mutual forbearance 
which have been ignored in most conventional strategy literature. The 
notion of competitive asymmetry is that for a given pair of fmns, each firm 
may not pose an equal degree of threat to its competitors. For example, A 
considers B and C as its competitors, but from the B's perspective C is a 
competitor while A is not. The concept of mutual forbearance suggests 
that firms competing in multiple markets would be less motivated to 
compete aggressively with their rivals. This is because they anticipate 
retaliation across all the other markets overlapping with its rivals. 
So far no empirical works have examined how the two constructs -
market commonality and resource similarity would influence the extent of 
rivaky among firms. The present study therefore empirically examines the 
two constructs, and the relationship between the two constructs and 
performance differences between competitors will also be investigated. 
Strategic Groups, Competitor Analysis and Inter-firm Rivalry 
As we mentioned in the opening of this chapter, the utility of 
strategic group concept lies in identification of the most intense rivals in an 
industry. Megrating Chen's (1996) conceptualization of competitor 
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analysis (as discussed above) with strategic group concept developed in 
the previous studies, we suggest that the formation of strategic groups 
would be driven by competitive intensity which is defined by the extent of 
market commonality and resource similarity. 
It should be noted that Chen proposed that one firm's perspective 
on the extent of rivaby can be different from that of its rivals due to 
strategic asymmetry and mutual forbearance of the firms. Jn other words, 
whether the focal firm should consider its competitor as the same strategic 
group member depends on the competitor's relative strategic position to the 
frnn. The relative strategic position of the competitor depends on whether 
the competitor is likely to initiate the attack to the firm or respond to attack 
by the firm. 
Chen also suggested that a pair of firms which are close competitors 
may not necessarily be the most intense rivals. These firms become the 
most intense competitors if they share high degree of both market 
commonality and resource similarity. However, the intensity of rivaby 
will be reduced if competitive asymmetry and mutual forbearance exist 
between the competitors. For example, if the extent of market 
commonality is high between two firms, they posit equal threat to each 
other. And if one firm attacks aggressive in one of the markets, it may 
suffer from the other firms' responses (attacks) across all market in which 
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they are competing. On the other hand, if there are nothing overlapping 
between a pair offirms in market profiles and resource profiles, there is no 
competitive relationship between them. 
Strategic Group and Firm Performance 
Chen's propositions suggested that both market commonality and 
resource similarity between firms erect the extent of rivaby between firms. 
The extent of rivaky in tum influences performance of the firms. The 
importance of study on performance consequences of strategic group 
formation has been extensively discussed in prior literature. Porter 
(1980:134) thought that the different levels of mobility barriers were the 
reason for why some firms in an industry would be persistently more 
profitable than others. Of course, mobility barriers can change as a result 
of changes in strategy. 
Some previous empirical studies have examined the link between 
strategic group membership and performance. These studies generally 
suggested that the extent of within-group rivaky differed among strategic 
groups, and consequently, the average performance of strategic group 
members would differ among the groups. Because of the existence of 
mobility barriers, the degree of intra-group rivahy is generally higher than 
that of inter-group rivahy. Porter (1979) found that firm-specific factors of 
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Strategic group members such as risk profiles, scale differences, asset 
endowment, and ability to execute strategy had significant impact on their 
performance. Cool and Schendel (1988) found that the risk-retum 
properties of strategic investment among firms significantly influenced 
strategic group members' performance. 
Previous strategic group studies suggested that the linkage between 
strategic groups and performance lies on the concept of mobility barriers. 
Cool et al. (1994:220) noted that: 
"As the concept of mobility barriers gained popularity, strategic 
groups became increasingly viewed strategic as ‘walled medieval cities': 
protected by their wall, these collectives entities try to fend off 
invasions by hostile intruders. Cities that have higher and thicker walls 
than others are more successful in protecting themselves.” 
Li other words, strategic groups with higher mobility barriers than 
others tend to be more profitable (Cool and Diericks, 1993). Following 
this convention, performance differences is the basis for comparison of 
performance between firms. Because strategic group study involves 
industry and group phenomena, the performance comparison is group to 
group basis, and not firm to firm basis. Thus, performance differences are 
used in our hypotheses. 
Mehra (1994) noted that it is essential to clearly establish the 
linkage between strategic groups and performance. Thomas and 
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Venkatraman (1988:541) argued that: 
"[I]f strategic groups are to be truly useful for theory 
construction in strategic management, then there should be a 
relationship between strategic group membership and performance 
criteria." 
For this reason, if we attempt to incorporate the two constructs 
conceptualized by Chen, we should explicitly take performance 
consequences into account in our theory development. According to his 
proposition discussed earlier, rivahy between competitors become more 
intense as the extent of market commonality or that of resource similarity 
increases. Since the extent of rivaky has a negative impact on 
performance ofthe firms (Porter, 1980), it is predicted that the extent of 
market commonality and resource similarity are negatively associated with 
the performance ofthese firms. 
However, due to the competitive asymmetry existed between the 
competing firms, although these firms are head-to-head competitors, they 
may face different competitive pressures, resulting in different 
performance consequences. For this reason, we suggested that the impact 
of the extent of market commonality and that of resource similarity on 
performance may differ between competitors, depending upon which 
competitor's perspective is taken. Li the present study, we define the 
extent of market commonality and resource similarity from each side of 
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competing firms and suggest that the firm which faces a higher degree of 
market commonality and/or resource similarity tends to attain relatively 
low performance than its competitor . Thus, in the view of one firm (a 
focal firm) over its competitor, a higher degree of market commonality and 
resource similarity will lead to lower performance of the former, and 
higher performance of the latter, suggesting a larger (and negative) 
performance difference between the two firms. 
Thus, we have the following hypothesis: 
Hla : The extent of market commonality between competitors is 
negatively associated with their performance differences. 
Hlh : The extent of resource similarity between competitors is 
negatively associated with their performance differences. 
While both market forces and resource endowments of a firm are 
two key factors that influence the firm's performance, previous studies 
have generally suggested that the former had a stronger impact on the 
firm's performance than the latter. Li Gimeno and Woo's (1996) study, 
they examined over 3,000 city-pair markets of the US airline industry and 
found that strategic similarity only moderately increased the intensity of 
rivahy, whereas multimarket contact strongly decreased it. Chen and 
Miller (1994) examined how competitive attacks can best reduce the 
chances of retaliation in airline industry. Their study suggested that 
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motivation was a necessary condition and prerequisite for competitive 
behavior and it was a more direct and stronger predictor of inter-firm 
rivaby than capability of firms. These studies generally support the 
argument that market forces have a more direct, visible and immediate 
effects on firm's competitive behavior and hence performance. Thus, 
building on the previous studies, we suggest that the influence of market 
commonality on the extent of rivaky between firms is relatively stronger 
than that of resource similarity, and thus, the former leads to larger 
performance differences between the firms than the latter. Therefore, we 
have the following hypothesis: 
H2a : Market commonality has a stronger influence on performance 
difference between firms than resource similarity� 
Some may argue that market commonality and resource similarity 
may not always influence firms' performance separately; that is, the impact 
of these factors on performance may be interacted with each other. For 
example, firms which possess similar set of resources and share little 
market commonality and those firms which also posses similar set of 
resource yet compete in same set(s) of markets may face different 
competitive pressures. Similarly, the extent of rivahy of firms competing 
in overlapping markets may vary depending upon resource similarity 
between the firms. Thus, we suggest that there is an interaction effect 
between market commonality and resource similarity on the extent of 
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rivahy between firms, and hence, performance differences between these 
firms. On this basis, we hypothesize that: 
H2b :There is an interaction effect between market commonality and 
resource similarity on performance differences between firms 
The following chapter describes the methods used to examine the 
above hypotheses, followed by the discussion of the results and findings of 




This chapter deals with the methodology of the present study. The 
chapter covers discussion on sample, measures and analytical strategies. 
Sample 
The sample of the present study involves eighteen Japanese firms in 
the automobile industry in Japan. The source of the data derived from two 
Japanese directories. Analysts' Guide 1996, published by Daiwa Listitute 
of Research Ltd.; and Kaisha Shikiho by Toyokeizai (Corporations' 
Seasonal Report: First Issue 1997). The first database provides the 
detailed accounting and financial information of all the Japanese firms 
listed in the Tokyo and Osaka Stock Exchange Markets. We extracted the 
data of the latest five years for our analysis. The measurements of market 
commonality, resource similarity and performance are based on the 
information reported in the Analysts' Guide and Kaisha Shikiho 
(Toyokeizai 1996). 
There are total 18 firms in our sample which represent a major part 
of auto manufacturers in Japan. The latest annual sales (as of March 
1996) of these firms were ranging from 52,569 to 7,957,152 millions yen, 
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and total assets from 69,514 to 6,543,864 million yen (see Appendix 4). 
The data also showed that the sales to total assets ratios of these firms 
were greater than 1, suggesting that these firms were operating quite 
efficiently. More important, the growth rate of sales as well as that ofnet 
income of the firms were negative in most time in the past five years. 
There may be several reasons for these negative rates of growth. First, 
Japanese automobile manufacturers are export-oriented, and the negative 
figures may reflect the fact that Japanese yen had been becoming stronger 
over US dollar during this period. Second, the Japanese automobile 
industry had faced the saturation ofthe local and overseas auto markets. 
Li either case, these negative signs represent a high competitive intensity 
within the global automotive industry. 
Measures 
Jn order to test Chen's (1996) proposition in relation to the concept 
of strategic group, the formula which he proposed to measure market 
commonality and resource similarity are used to operationalize the 
constructs. We then examine the relationship between these two 
constructs and performance difference between firms. 
Independent Variables 
Market Commonality According to Chen (1996), market 
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commonality is defined as the extent to which a competitor overlaps 
markets with the focal firm. The extent of market commonality, as Chen 
suggested, is measured as followings: 
n 
Mah = S (Pa/ /Pa)x(PZ)z /P/) 
i=\ 
where M ^j^ = Market commonality of the automobile manufacturer h 
with the focal firm a; 
Pai = Portion of sales of product category i produced by firm a; 
P^ = Total sales of all product category produced by firm a 
Pjjl = Portion of sales of product category i produced by firm h 
Pj 二 The sum of sales volume of product category i produced 
by all the sample firms 
j = a product category 
Following the conventional product-market definition, we defined 
market of the firms in terms of product categories. The product categories 
we identified in the present study are: 
1) ordinary cars; 
2) ordinary cars (OEM); 
3) small to medium sized commercial cars; 
4) small to medium sized commercial cars (OEM); 
5) large commercial cars (buses, trucks, special equipment cars); 
6) motor cycles; 
7) engines and car components; 
8) general industrial machinery and aircraft; and 
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9) special industrial machinery. 
The market commonality was measured using the sales proportion 
of each product category of each individual firm relative to its total sales. 
The measure of market commonality ranges between 0 to 1. The measure 
represents the sum of overlapping markets of the focal firm to its 
counterpart across all markets. Pai in the above formula referred to the 
sales volume of one product category of the focal firm, like ordinary cars, 
over the total sales of all product categories of the focal firm (P“)，and 
then times the sales volume of the same product category (i.e., ordinary 
cars) ofits counterpart {Pbi) over the sum of sales volume of ordinary cars 
ofall eighteen firms (P/). For example, the sales of each product category 
of the focal firm (Pa,) of the above are represented by Pa, ；, ...... Pa^  p. 
Whereas, Pa will be the summation of Pa, 7 to Pa, 9. Similarly, Pb^  
represents the sales of a competitor in a specific product category. Then, 
P, will be the summation of the sales of that specific product category for 
all firms in the industry (including the focal firm). The same procedure 
repeats to other product categories of all firms until all market 
commonality of all pairs of firms are computed. 
Resource Similarity We use the approach analogous to 
the market commonaUty to calculate the resource similarity between firms. 
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Resource similarity is defined as the extent to which a given competitor 
possesses strategic endowments comparable, in terms of both type and 
amount, to those ofthe focal firm (Chen, 1996). The extent of resource 
similarity, measured using the similar method as market commonality, is as 
the followings: 
n 
^ a b = ^ (Aa/ / A ^ ) x ( A j , f / A j ) 
i=l 
where R ^h = Resource similarity of automobile manufacturer h with 
the focal firm a; 
A^i = Asset type i possesses by firm a 
A^ = Total assets of firm a 
A]yj — Asset type i possesses by firm h 
Aj = The sum of asset type i possesses by all the sample firms 
j — An asset type possesses items (such as depreciables，land, 
construction in progress, intangible assets, securities, long term 
loans, and deferred assets under total assets in the balance sheet) 
by each firm in the sample 
We extracted financial items from the balance sheet as the basis for 
comparing firms' resources. The reason for using these financial items to 
measure resource similarity is that they reflect both quantitative and 
qualitative aspects of a firm's resources, and they are objective measures 
which make comparison between firms’ resources easier. For example, 
under the current assets, there are items like cash and deposits, notes 
receivable, accounts receivable, securities, finished goods, goods in 
process, and materials. Under fixed assets, there are items such as 
depreciables, land, construction in progress, intangible assets, securities. 
50 
long term loans, and deferred assets. The similarity in resource between 
firms is compared item by item, and each item is represented by symbol i 
in the formula, just like product category i in the formula of market 
commonality. 
Interaction Term Li order to examine the interaction effect 
between market commonality and resource similarity, an interaction term, 
(MC)(RS), was calculated by market commonality (MC) times resource 
similarity (RS). 
Dependent Variables 
Performance Differences Performance differences were used 
as dependent variables in the present study. The performance information 
used in the present study was extracted from the Analysts' Guide (Daiwa 
tostitute of Research, 1996). We looked at ROA as well as the various 
growth rates of the samples firms, including growth in fixed assets, market 
value, stockholders' return, and total assets, of the year 1996. Besides, a 
five year average of these performance variables were also used as 
dependent variables. 
There are different ways of measuring performance in existing 
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literature. Financial variables were frequently used as indicators offirms' 
performance, ROA is the most common performance measure used in 
strategic management studies in general and strategic group studies in 
particular. ROA is one of the indicator of profitability and is the most 
frequently used variables in strategic group studies (e.g., Dess and Davis, 
1984; Dixon and Boal, 1996; Mehra, 1996). Similarly, stock-related 
variables are common measures to evaluate firms' performance, for 
example, P/E ratio (Mehra, 1996). Li the present study, total assets, fixed 
assets, stockholders' return and market value were used as performance 
variables besides ROA. Total assets and fixed assets represent the asset-
based measures of performance whereas stockholders' return and market 
value represent the stock-related performance. They are interrelated but 
not necessarily the same. For example, if a firm is making a substantial 
amount of profits, normally the stockholders' retum increases and the 
stock price rises, and consequently, the market value of the firm increases. 
However, the reverse may not be always tme because high market value of 
a firm may be a result of speculation, for instance. Thus, the simultaneous 
use of both asset-based and stock-related measures provides a more 
thorough and objective assessment of firms' performance. 
Because the primary scope of our study is to test the impact of 
market commonality and resource similarity on performance of the firms, 
we do not insert any control variables in our analysis. We assume that 1) 
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most firm-specific and market-specific attributes of the firms are 
represented by the two independent variables; and 2) industry-specific or 
home country-specific factors are controlled as we focus on the Japanese 
automobile industry. 
Analytical Strategies 
Ordinary Least Square (OLS) and Moderating Multiple Regression 
(MMR) were used to different hypotheses. Table 2 provides the summary 
of descriptive statistics and correlations analysis between performance 
variables and market commonality and resource similarity measures. The 
table shows that market commonality and resource similarity measures are 
highly correlated (.76). To resolve the multicollinearity problems, we 
examined three separate regression models. The regression models used 
in the analysis are listed as follows: 
Model 1 P = oc + PiMC + s 
Model 2 P = a + PiRS + s 
where P = Performance difference between a pair of firms 
MC = Market commonality between a pair of firms 
RS = Resource similarity between a pair of firms 
a intercept 
P = regression coefficient 

























































































































































































































































































































































































































































































































































































































































We used MMR as the means to investigate the interaction effect. 
The problem of multicollinearity is not a major issue here because recent 
development in management research method had found that the 
detrimental impact of multicollinearity on power in MMR was 
unwarranted (Aiken and West, 1991; Cronbach, 1987). Earlier studies 
(e.g., Morris, Sherman, and Mansfield, 1986; Smith, Sasaki, 1979) had 
argued that the existence of multicollinearity in MMR resulted in unstable 
regression coefficients, larger error terms and lower power. Therefore, 
when multicollinearity is the case in MMR, it was believed that MMR had 
inadequate power to detect moderating effects. However, Cronbach 
(1987) pointed out the effects of multicollinearity in MMR was that it 
increases the rounding errors and regression coefficient sampling errors. 
Aiken and West (1991) argued that the problem of multicollinearity in 
MMR was on the difficulty in interpreting the regression coefficients and 
not on the power. 
Therefore, the followings regression models were used to detect 
interaction effect: 
Model 1 P 二 a + p iMC + P2RS + s 
Model 2 P = oc + PiMC + P2RS + P3(MC)(RS) + s 
(interaction model) 




Results Ordinary Least Sauare (OLS) Analysis 
The results of regression analysis were summarized in Table 3. 
Each of the independent variables, MC and RS, was regressed to the 
dependent variable (performance differences). Table 3 shows correlations 
varied from .1 to .4 for different dependent variables used, whereas R^ 
from .01 to .16. There are two distinctive observations, firstly, as the table 
depicts, all regression coefficients were found significant (p < .05) except 
two of them (Growth in Market Value - Mar 96 and Growth in 
Stockholders' Return). Secondly, all of them were in negative sign. The 
argument that MC and RS had a significantly negative impact on 
performance differences seems strongly supported. 
Moreover, the model of fit was examined by calculating the effect 
size (ES) suggested by Cohen (1975) '• The results show even at a R' of 
.02, the power ranged from .5 to .7, suggesting that performance 
differences are satisfactorily explained by both market commonality and 
resource similarity variables. These results are consistent with Hypothesis 















































































































































































































































































































































































































































































































































Results ofModerating Multiple Regression (MMR) Analysis 
Table 4 summarized the MMR results, multiple R ranged from .12 
to .43, whereas R^ from .01 to .19. Jn addition, change in R^ varied from 
.01 to .1. La Table 4, most of the interaction terms (the most right hand 
column) are significant ("statistic). The results suggest that most 
interaction terms had significant impact on performance differences. 
The existence of the effect of interaction term was examined by 
testing the changes in R^ between the two-terms model and the three-term 
model (i.e., the model with two independent variables plus one interaction 
variable). The changes in R^ are presented in Table 3 labeled as AR .^ The 
AR2 ranged from .01 to .1 which mean that the interaction terms accounted 
for 1% to 10% improvement in explaining of variance in performance 
differences. 
Whether this improvement was significant or not was examined by 
the method suggested by Jaccard, Tiurisi and Wan (1990) .^ The results 
suggest that the improvement in R^ (i.e., ^R^ ) for all the models were 
significant. Moreover, The power of fit of the models was examined by 
calculating the effect size ^ of the change in R .^ The overall power of fit 
looks good except for the model of Growth in Market Value - Mar 96 (.3). 














































































































































































































































































































































































































































































































































































































































































































































We found that an interaction effect exists in the relationship ofMC 
and RS on performance differences. Li order to examine the nature of 
interaction effect, we compared the slope (coefficients) at both high- and 
low-endpoints for each of the independent variables. The high-endpoint 
refers to the product of the mean of the interaction variables (MC and RS) 
plus one standard deviation (s.d.), and the low-endpoint minus one 
standard deviation. The result of calculation of the coefficients at the high-
and low-endpoint are displayed in Table 5. As suggested, in Table 5, the 
slope of both MC and RS is positive (e.g., a coefficient at the low-end 
point is smaller than that at the high-end point) for financial measures of 
performance differences (i.e., ROA, Growth in Fixed Assets and Growth 
in Total Assets for both Mar 96 and 5 year-average). On the other hand 
the slope in negative (i.e., a coefficient at the low-end point is larger than 
that of the high-end point) for the stock-related measures of performance 
consequences ( i.e., Growth in Market Value and Growth in Stockholders' 
Retum for both Mar 96 and 5 year-average). This results implies that the 
interaction effects of MC and RS differ, depending upon whether 
performance differences are measured by financial measures or by stock-
related measures. Specifically, the results of the analysis suggest that the 
impact ofMC (RS) on the differences in financial performance measures is 
strengthened as RS QVLC) becomes large. On the other hand, the impact of 
MC (RS) on the differences in stockholder-related performance measures 








































































































































































































































































































































































































































































































































































































Concerning Hypothesis 2a, it seems that there is inadequate 
evidence to support the hypothesis. Hypothesis 2a predicted that market 
commonality would have a stronger impact on the performance differences 
than resource similarity. This hypothesis is derived from the proposition 
that market commonality is a stronger predictor of competitive attack and 
response than resource similarity (Chen, 1996). 
The more frequently the firms involve competitive moves (i.e., 
competitive attacks and responses), the larger the performance differences 
between these firms are expected. However, our analysis found that the 
influence of MC on performance differences was not as great as RS. 
Table 6 provides the comparison of standardized regression coefficients. 
As suggested by Mendenhall and Sinich (1993:328), the standardized 
regression coefficients (or beta coefficients) ^  were used as parameters to 
compare the strength of individual independent variables in each 
regression model. The standardized regression coefficients with a tick ( V ) 
indicate that the impact of the independent variables on performance 
differences is stronger than other variables. Out of our expectation, the 
results suggested that the influence ofRS on performance differences was 
stronger than the MC in most models. Based on this analysis. Hypothesis 























































































































































































































































































































































































































































































































































































































































1 The effectsize index f = R^/l-R^ c.f. Cohen, 1975. 
2 F=(R'2 - R'1)/O^2 - h) / (1- R'2)/0^- h -1), C.f. Jaccard, Turris & Wan, 1990. 
S The effect size index f 二 R��-R^i /1 - R^i where F?2 is the F? ofthe three-term 
interaction modelandR^i is the two-term model, c.f. Cohen, 1988. 
4 Theformulafor Beta Coefficients is beta k 二 B k (S k /Sr) where S k is the standard 




FmmNGS AND DISCUSSION 
We have discussed the statistical results in the previous chapter, in 
this chapter we discuss the findings and their implications. Incorporating 
Chen's (1996) proposition ofthe two constructs, market commonality and 
resource similarity, we found meaningM results and implications in our 
study, t i the following, we first illustrate how competitor mapping of 
Chen's approach is used to predict strategic group membership. Then, we 
move to discussions of the results and implications for theory 
development. 
Market Commonality and Resource Similarity Mapping in Japanese 
Automobile Manufacturing Industry 
The market commonality measures of these 18 Japanese auto 
manufacturers are listed in Table 8. The measures ranged from 0 to .4. 
The figures show that the market commonality is not synunetric between 
pair of firms, that is, M ab is not equal to M ba. For example, from the 
point view of Mazda Motor (firm j), the market commonality measure of 
Toyota Motor (firm c) is .4 which is the highest among the sample firms in 
our analysis, however, from the perspective of Toyota, the measure of 






















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Table 9 depicts the resource similarity measures. They ranged from 
0 to .38. Consistent with market commonality measures, R ab is not equal 
to R ba. For example, from the perspective of Suzuki Motor Suzuki Motor 
(fimi n)，Toyota's (firm c) resource similarity is .38 which is the highest in 
our analysis, while that of Toyota to Suzuki is .04. Overall they are 
consistent with the concept ofcompetitive asymmetry. 
The market commonality analysis suggests that the threat Toyota 
poses to Mazda is the greatest among firms in the industry while the 
reverse is not. This means Mazda may be more aware of Toyota's 
competitive moves and more sensitive to its competitive actions than other 
firms in the industry because, as the mapping suggests, it is most likely for 
Toyota to initiate an attack toward Mazda due to low risk in retaliation 
from Mazda. Whereas, based on our resource similarity analysis, it is 
most likely for Toyota to initiate an attack toward Suzuki. Because of 
dissimilarity in resource, Suzuki may not be capable of making effective 
responses to Toyota's attack due to resource constraint. 
； 
Another interesting finding based on our market commonality and 
resource similarity analyses is that Nissan Motor (firm a) and Toyota (firm 
c) share high market commonality and resource similarity with each other. 
From Nissan's perspective, the competitor with the highest market 
commonality is Toyota (.37), and from Toyota's perspective, Nissan has 
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also the highest market commonality (.16)� Merestingly the resource 
similarity is also the highest for the pair of Nissan and Toyota among all 
the pairs of sample firms: resource similarity of Nissan to Toyota is .36 
and that of Toyota to Nissan is .17. This implies that it is less likely for 
either Nissan or Toyota to initiate attack toward each other, but very likely 
to respond ifattacked. According to the concept of mutual forbearance, the 
reason for both firms' reluctance to engage in direct competition is that 
since the market profile and resource sets of the both firms are similar, the 
attack to, and the retaliation from, either of the firms will threaten the 
competitive position ofthe both firms within the industry. 
Figure 3a depicts the competitor mapping of Nissan and its 
counterparts whereas Figures 3b, 3c and 3d depict those ofToyota, Madza 
and Suzuki to their counterparts respectively. The figures following each 
of Figure 3a-3d were those partly enlarged the mapping of competitors 
with smaller scale (.00 to .03). The figures illustrate the essence and the 
utility ofmarket commonality and resource similarity analysis in predicting 
formation of strategic group within an industry. As the figures show, from 
a focal firms' perspective, other firms fall into different competitive 
positions along the dimensions of market commonality and resource 
similarity. Li addition, the use of different scale resulted in different 
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Figure 3b 
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Figure 3c 
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Figure 3d 
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As we mentioned in the literature review, the primary interest of 
prior strategic groups studies is to explain the formation of strategic group. 
We argue that the formation of strategic group is driven by competitive 
intensity. If competitive intensity can be predicted through an analysis 
along the two dimensions of market commonality and resource similarity, 
then the grouping offirms along different level of competitive intensity can 
easily be identified, suggests that if the intensity of rivaky in an industry 
can be predicted, then strategic group membership can be predicted. Li 
this study, we measured competitive rivahy based on market commonality 
and resource similarity, proposed by Chen (1996). Our competitor 
mapping using market commonality and resource similarity measures 
suggested that: 
Close competitors may not be the most intense rivals 
This finding is consistent with Chen's proposition. Because of 
competitive asymmetry, the threat of a firm poses to its competitor is not 
the same as that of the competitor to the firm. Li addition, due to mutual 
forbearance, a firm may not compete aggressively with its competitors 
when its market overlaps with the competitor's. This finding challenges 
the assumption underlying previous studies that strategic group members 
are direct competitors. 
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Identification of strategic group members should be from the 
perspective of a focal firm 
Whether firms should be considered as strategic group members 
should be examined from the view of the focal firm. As demonstrated 
above, two competing firms view the level of competition from each other 
differently. Thus, if the focal firm changes, the competitive intensity 
among the other firms changes. Li other word, each firm has its own 
group offirms that it will consider as strategic group members, depending 
whose perspective on competitive intensity is primarily considered. 
Whether the focal firm should consider a firm as the strategic group 
member depends on the firm's relative strategic position to the focal 
firm 
Whether the focal firm should consider a firm as the same strategic 
group member depends on the firm's relative strategic position to the focal 
firm. The relative strategic position of the firm over the focal firm depends 
on the likelihood for the firm to initiate the attack to the focal firm or 
respond to the attack initiated by the focal firm. For example. Figure 3a 
shows that ifNissan initiates an attack, other firms (those firms at the left 
hand comer in Figure 3a) will most likely be the target. On the other hand, 
ifNissan is being attack by Toyota, it is more likely for them to fall into 
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the same strategic group because the competitive intensity between them is 
heightened. 
Figures 3a also suggests that one group of firms (Toyota Auto Body, 
Kanto, Aichi, ShinMaywa, Komatsu Forklift and Kyokuto Kaihatsu 
Kogyo) come closer together than others. This implies that the focal frnn 
identifies strategic group members by examining the degree of market 
commonality and resource similarity of its competitors. The focal firm's 
ability to identify the level of market commonality and resource similarity 
among its competitors is critical to its strategy formulation and 
performance. 
Market Commonalitv. Resource Similarity and Performance 
The propositions proposed by Chen were examined by the statistical 
analysis. We hypothesized the linkage between market commonality, 
resource similarity and performance explicitly in previous chapter. 
Identification of the linkage between strategic group and performance is 
crucial to strategic group theory, as noted by Thomas and Venkatraman 
(1988). Ifperformance mattered, then a firm should take extra attention to 
the competitor analysis using market commonality and resource similarity 
concepts. Our findings suggest that both market commonality and 
resource similarity are significant predictors for performance differences 
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between competing firms. These findings imply that strategic group 
should be defined in terms of firm-specific profiles such as market profiles 
and resource profile, rather than in terms of conventional industry-based 
strategic variables alone. 
Moreover, based on the concepts of competitive asymmetry and 
mutual forbearance discussed above, it is suggested that when a pair of 
firms has both high market commonality and resource similarity, they may 
be close competitors but may not be the most intense rivals. This claims is 
partly confirmed by our statistical analysis. The results of the analyses 
suggest that when both market commonality and resource similarity are 
high, performance differences between competing firms become small. 
This implies that competitors with similar strategic profiles are less likely 
involved in direct competition which would cause the situation in which a 
winner attains higher performance than a loser. It should also be noted 
that there is a situation in which no market commonality and resource 
similarity exist at all. For example, both the market commonality and 
resource similarity measures of Nissan to Komatsu Forklift and Kyokuto 
Kaihatsu Kogyo are zero or close to zero (Table 8 and 9). It seems that 
there are nothing overlapping between a pair of these firms in market 
profiles and resource profiles. This situation may reflect the fact that there 
is no competitive relationship between these firms, suggesting that some 
firms are not competing with each other, even when they belong to the 
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same industry. If this is the case, then the assumption of I/O that firms in 
the same industry are de facto competitors does not hold. 
Furthermore, the existing of an interaction effect of market 
commonality and resource similarity on performance provides insights for 
&ture research�Ctien proposed the two constructs, yet, no empirical 
studies have been done to examine the moderating or mediating effect of 
these two constructs on performance. The results of the statistical analysis 
suggest that the impact of market commonality (resource similarity) on 
performance will be influenced by resource similarity (market 
commonality). This implies that the impact of market commonality 
(resource similarity) on the differences in financial performance measures 
is strengthened as resource similarity (market commonality) becomes 
large. On the other hand, the impact of market commonality (resource 
similarity) on the differences in stockholder-related performance measures 
(such as stockholders' return and market value) is weakened as resource 
similarity (market commonality) becomes larger. Together, these results 
imply that market commonality and resource similarity are highly 
correlated in predicting differences in financial performance, while they 
are complementary in predicting those differences in stockholder-related 
performance. Li other words, market commonality and resource similarity 
play different roles in predicting firms' performance when different 
performance measures are used. Li this study, we did not examine why 
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such different performance implication exists. Future study should 
investigate this issue in more detail. 
To sum up, the implications for theory development as revealed in 
the present study are summarized as follows. First, the formation of 
strategic group is driven by competitive intensity. Second, competitive 
intensity can be predicted by firm specific constructs, such as market 
commonality and resource similarity in the present study Third, strategic 
group should be defined by more theory-driven constructs. Finally, the 
relationship between both market commonality and resource similarity, 
and performance is revealed, which facilitate future development of 
strategic group theory. 
Besides, the findings of the present study also provide several 
managerial implications. First, strategic group membership is identified in 
a more sophisticated way with market commonality and resource similarity 
concepts. It is time for corporate decision makers to refresh their mind by 
insights from a new paradigm of competitor analysis. Second, market 
commonality and resource similarity are power tool for competitor 
analysis. We had demonstrated the utility of the two constructs and found 
them a quite usefiil in identifying competitors. The only caution is how to 
define market and resource because each firm has its own way of defining 
market and resource. FinaUy, the prediction of strategic group using 
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market commonality and resource similarity provides an objective 
evidence for managers to validate their mental mapping. These concepts 





The purpose of the present study is to advance the theoretical 
development in strategic group research. To this end, we empirically test 
the impact of the two firm-specific, theory-based constructs, market 
commonality and resource similarity proposed by Chen (1996), on 
performance differences between competitors. We successfolly 
operationalized the two constructs, using a sample of 18 firms in Japanese 
automobile industry. Product categories and assets items in the balance 
sheet were used to operationalize the constructs of market commonality 
and resource similarity. We found that different groups of firms scattered 
along the two dimensions of market commonality and resource similarity. 
In examining Chen's proposition, we emphasized performance 
consequences throughout our study. Performance is a central issue in 
strategic management research in general, and strategic group research in 
particular. Consistent with our hypotheses, market commonality and 
resource similarity both had a negative impact on performance differences, 
and these two factors were moderated with each other on their impact on 
performance. However, our results showed that the impact of market 
commonality on performance differences was not as great as resource 
similarity. 
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Several implications are proposed for fiiture research. Our findings 
are generally consistent with the notions of competitive asymmetry and 
mutual forbearance which suggest that close competitors are not necessary 
the most intense rivals. Traditional strategic group studies have 
categorized firms into groups based on their homogeneity in strategic 
attributes. However, the similarity in strategic attributes does not 
necessarily imply that all the group members are competitors. For 
example, firms which pursue similar business strategy in the same industry 
may not be direct competitors when the primary markets they compete are 
different or when they possess different resource profiles. Thus, grouping 
of firms based on strategic attributes may not always provide meaningfol 
implications to strategy formulation. Li addition, even the firms are close 
competitors, they are not necessary the most intense rivals when direct 
competitive actions harm the both firms' competitive position. 
Furthermore, the widely divergent ways of operationalization in strategic 
variables make the comparison of results difficult. The major weakness in 
prior strategic group studies is that the studies classified strategic groups 
using available market-based variables with no solid theoretical basis. 
Thus, more theory-based constructs are needed to be incorporated in the 
strategic group research. Such theory-based constructs provide new 
insights to developing the theory of strategic group. 
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We have empirically tested the impact of market commonality and 
resource similarity on performance differences and found that the two 
constructs were strong predictors of performance differences between 
competitors. This implies that instead of categorizing firms according to 
their strategic attributes, strategic group should be defmed in terms offirm-
specific profiles, such as market commonality and resource similarity. 
Moreover, our findings suggest that competitor analysis should be viewed 
from the perspective of a focal firm because competing frnns may perceive 
the competitive position of their rivals in a different way. For example, 
some firms may view their rivals as attackers, and others may view the 
same firms as responders. Thus, the way a focal firm defines the relative 
strategic position of its competitors depends whether these firms are 
viewed as an attacker or a responder to the focal firm. Li other words, 
strategic group membership should be defmed based on the strategic 
position of the rivals relative to the focal firm. 
We have to address limitations ofthe present study. First, in testing 
the propositions of the two constructs, the concepts of competitive 
asymmetry and mutual forbearance are implicitly assumed in our analysis. 
Because of expected retaliation, firms are less motivated to attack and 
most likely to respond to attack in situation where they compete with 
competitors in overlapping markets and possess resources similar to their 
competitors'. H'this assumption does not be hold is relaxed, the results 
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and conclusion may provide only limited implications. Second, because 
one of our primary purposes is to examine the relationship between the 
two constructs and performance, we did not consider other constructs 
which might affect performance of the firms in the present study. Finally, 
the present study may be limited in scope in that it explains competitive 
pattern in a Japanese automobile industry, and the generalizability of the 
results to other contexts (e.g., non-Japanese industries, other 
manufacturing or non-manufacturing industries) is unknown. 
Jn sum, the present study conducted both conceptual and empirical 
investigation on the relationship between the two constructs, market 
commonality and resource similarity, and performance. We hope the 
present study provides insights for future strategic group research. Future 
research should validate our findings in other industries and examine the 
relationship between the two constructs and other strategic factors such as 
strategic decision and firm size. Emphasis should be put on developing a 
more comprehensive model of strategic group formation and competitive 
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